Purpose -This paper seeks to explore the reasons why many organisations do not evaluate the effectiveness of their reward policies and practices, examines the approaches used by those organizations which do evaluate, and develops a model of evidence-based reward management which describes how evaluation can take place. Design/methodology/approach -The paper draws on a study of why organisations do or do not evaluate reward and an examination of what organizations taking evaluation seriously were doing about it. The study was based on a survey of 173 reward and HR practitioners and 13 case studies. Findings -The survey found that only 46 per cent of respondents carried out a full evaluation. Other surveys have established that an even lower proportion evaluated. Those organisations which evaluate reward do so because they recognise that it is necessary to obtain value for money from their considerable expenditure on pay. Those who do not evaluate offer a number of reasons, but the most important was lack of resources or time. It was established that while an evidence-based approach was desirable there was no set pattern of conducting an evaluation. Practical implications -Information about the evaluation practices of the case study organisations and the concept of evidence-based reward management as an approach to evaluation provide guidance to practitioners on how they can measure the effectiveness of their reward policies and practices. Originality/value -The paper extends the pioneering research of Corby et al. to develop new insights into the process of reward evaluation.
Introduction
A failure to evaluate pay and reward practices is a critical blind-spot for many of those involved in reward management. This was noted by Pfeffer (1998, p. 213 ) who wrote that: "Little evidence demonstrates the efficacy of rewards, although much evidence indicates that rewards and their design loom large in management attention". Gerhart and Rynes (2003, p. 1) commented that:
Compensation is a complex and often confusing topic. Although compensation costs comprise, on average, 65% to 70% of total costs in the US economy and are likewise substantial elsewhere, most managers are not sure of the likely consequences of spending either more, or less on employees or of paying employees in different ways.
The research evidence set out in this paper indicates that managers in the UK appear to be reluctant to evaluate reward. This holds back advances in the field and creates a harmful rhetoric/reality gap. Bevan (2006, p. 3) suggested that this is "widest in the area of reward management which is heavily driven by fads, me-tooism and history". We could find only two research studies that systematically addressed this issue (Corby et al., 2005; Scott et al., 2006) .
The evaluation of training has received much more attention; for example, among others, Aragon-Sanchez et al., 2003; Warr et al., 1999; Yang et al., 1996) and the industrial training boards in the 1960s (Kenney and Reid, 1986) . A staged approach to evaluation was advocated by Hamblin (1974) and developed by Kirkpatrick (1994) . The significance of return on investment as a means of evaluating training was highlighted by Kearns (2005) . A more general "return on expectations" method which assesses the extent to which the anticipated benefits of any learning investment have been realised was advocated by Sloman (2007) .
The lack of interest in the evaluation of reward contrasted with the considerable and continuing focus on training evaluation indicated that further research on reward evaluation was required. Our research question was: to what extent and why is reward evaluation carried out? On the basis of the research evidence available, we also wanted to investigate the possibility of constructing a model illustrating how the effectiveness of reward policies and practices might be assessed. This article is in four main parts:
(1) methodology; (2) research perspectives; (3) findings; and (4) discussion and conclusions.
Methodology
We started out with no preconceived hypothesis concerning reward evaluation except that it was "a good thing" about which little seemed to be known. A literature review was conducted to establish what was known about the topic, identify existing theoretical frameworks and find out what other relevant research had been carried out. On the basis of this it was clear that, as noted by Corby et al. (2005) , evaluation occurs in the context of pay systems whose characteristics vary considerably from organisation to organisation. Although some information on the incidence of evaluation and the methods used could be obtained by a survey, the research would have to rely largely on qualitative evidence obtained from case studies which could, however, be triangulated to a degree with the survey evidence. A grounded theory approach which could be strengthened by this triangulation and used to develop common themes and patterns from the data provided by the survey and the case studies was therefore appropriate. As originally described by Glaser and Strauss (1967) this is an inductive method of developing the general features of a theory by grounding the account in empirical observations or evidence. We took note of comments made by Glaser (1978, p. 2) who wrote that: "Grounded theory is based on the systematic generating of theory from data" and advised researchers to enter their research with "as few preconceived ideas as possible . . . the researcher's mandate is to remain open to what is actually happening". He also remarked (Glaser, 1978, p. 142) that the process "generates theory that fits the real world . . . and is readily modifiable".
Effectiveness of reward management Turner (1983, p . 1) pointed out that: "It offers a way of attending in detail to qualitative material in order to develop systematically theories about the phenomena which have been observed".
A survey of 173 HR and reward practitioners was conducted in 2009 by e-reward. The questionnaire covered the extent to which evaluation took place, why evaluation did or did not take place, the evaluation methods used and how effective they were.
In planning the case studies we took into account the comment made by Eisenhardt (1989) that the case study is a research strategy which focuses on understanding the dynamics present within single settings. The dynamics we wanted to examine were how and why evaluative data was collected and analysed by reward or HR practitioners and the ways in which this data was used. We also bore in mind the remark made by Mintzberg (1979, p. 585) that: "No matter how small our sample or what our interest, we have always tried to go into organizations with a well-defined focus -to collect specific kinds of data systematically". In the words of Eisenhardt (1989, p. 533) we wanted to "focus efforts on theoretically useful cases". When identifying the 13 case study organisations listed in Table I we noted the comment made by Pettigrew (1990, p. 275 ) that, given the limited number of cases which can usually be studied, it makes sense to choose ones where the processes involved are "transparently observable". Our aim was to achieve a reasonable balance between the sectors and to choose organizations which were either known to adopt sophisticated HR and reward practices (seven organizations with which the IES was familiar), or those which had indicated in the survey that they were involved in evaluating reward or at least planning to do so (the six organisations dealt with by e-reward). Face-to-face interviews were used in the IES organizations and telephone interviews in the e-reward case studies. The interviews were structured around the questions used in the survey. 
Research perspectives
The literature review covered the research on evaluating reward in the two studies we identified. In the absence of other evaluation studies, more general research on the relationship between reward and performance was reviewed to provide some insight into methods of evaluation. Comment and research on the notions of evidence-based management and human capital management was also examined on the grounds that they were both about the gathering and analysis of data and therefore relevant to the process of measuring reward effectiveness.
Research on evaluating reward Corby et al. (2005) conducted face-to-face interviews in 15 large, unionised organisations in England between 2000 and 2002. The study found that little formal evaluation of changes in pay and grading systems had been carried out and that managers expressed considerable scepticism about the evaluation process. Managers relied heavily on informal feedback and appeared to have little psychological incentive to evaluate. When they introduced new pay systems limited and piecemeal evaluation took place, despite the urgings of the prescriptive literature. Only two organisations evaluated the effects of the pay system on business performance. It was found that evaluations related primarily to the HR impact. Rather than spending time and incurring the cost of carrying out detailed monitoring, which would not provide conclusive results, managers often relied on anecdotal evidence. In terms of the typology set out by Kearns (1995) , the main type of measure adopted for pay system evaluation was "we think it worked". Scott et al. (2006) conducted a survey covering over 600 US respondents to establish if and how pay programme effectiveness was evaluated and what impact evaluation had. The most common practice was to calculate the costs associated with the programme and to discuss informally the impacts on bottom-line performance. The relatively small proportion of organisations which did evaluate base or variable pay specifically used attracting new employees, time to fill positions or impact on employee retention as criteria for base pay, and impact on revenues, profits and net worth and impact on productivity or cost savings for variable pay. Scott et al. (2006) concluded that the evaluation processes used by most organizations were inadequate and that the most powerful evaluation methods were seldom used.
Relating reward to performance
The literature on the impact of reward is extensive. Many of the studies, for example those referred to in the meta-analyses conducted by Guzzo et al. (1985) and Jenkins et al. (1998) , were based on experiments. These often demonstrated a positive link between a reward practice and performance but the methodology was not one that could easily be replicated by practitioners on a regular basis. Other studies, such as those conducted by Hansen (1997) and Stajkovic and Luthans (2001) , consisted of in-depth examinations of the relationship between reward and performance, but again, the methodology was beyond the scope of a typical practitioner. Such studies can demonstrate that reward practices have a relationship with organisational performance but they do not provide much guidance to reward specialists on which practices are likely to be effective in their context. Two British studies illustrated methods of evaluation that can be used by practitioners. In their examination of the impact of performance-related pay in the Effectiveness of reward management Inland Revenue, Marsden and Richardson (1994) used an attitude survey, and Kessler and Purcell (1992) relied on interviews in their review of performance-related pay. But the latter commented (Kessler and Purcell, 1992, p. 24 ) that:
The complex range of factors interacting to determine organizational performance makes it difficult to isolate the impact of a payment system alone.
However, as Lazear (2000) showed, it is possible to evaluate the impact of an incentive plan when the outcome in terms of units produced can be easily measured.
Evidence-based management It was assumed that an evidence-based management approach would provide a systematic basis for evaluating reward. As Pfeffer (1998, p. 196 ) pointed out; "Thinking about pay ought to be based on logic and evidence, not on belief or ideology". Rousseau (2006, p. 256) explained that: "Evidence-based management means translating principles based on best evidence into organizational practices". But she also pointed out that: "Evidence-based practice is not one size-fits-all; it's the best current evidence coupled with informed expert judgment".
The concept of evidence-based management was defined by Briner et al. (2009, p. 19 ) in more detail as follows:
Evidence-based management is about making decisions through the conscientious, explicit and judicious use of four sources of information: practitioner expertise and judgment, evidence from the local context, a critical evaluation of the best research evidence and the perspectives of those people who might be affected by the decision. Pfeffer and Sutton (2006) recommended the collection of external evidence from benchmarking (as long as this is not "casual") and the internal analysis and evaluation of relevant data, including information from pilot tests and experiments. Pfeffer and Sutton (2006, p. 70 ) remarked that evidence-based management:
. . . features a willingness to put aside belief and conventional wisdom -the dangerous half-truths that many embrace -and replace these with an unrelenting commitment to gather the necessary facts to make more intelligent and informed decisions.
An evidence-based approach as described above is clearly appropriate when evaluating reward. We describe its application to reward as evidence-based reward management.
Human capital management
Consideration was given to the extent to which human capital management techniques of measurement were part of reward evaluation in association with an evidence-based management approach. As defined by Baron and Armstrong (2007, p. 20 
):
Human capital management (HCM) is concerned with obtaining, analysing and reporting on data which informs the direction of value-adding people management strategic, investment and operational decisions at corporate level and at the level of front line management.
Interest has increased recently in methods of measuring human capital and more organisations now have data which they can potentially use to evaluate HR initiatives. Indeed many may now have too much rather than too little data which could prevent them from evaluating reward effectively. Baron and Armstrong (2007, p. 62 ) stated that measures are not an end in themselves although they can "inform and test strategy, ER 33,2 evaluate costs and assess the impacts of different actions". Selecting the right measures and collecting the data required is not always easy although, as Scarborough and Elias (2002) established from their research, it is not necessarily what organisations decide to measure that is important but the process of measurement itself.
There is, however, some consensus on what should be measured. The Accounting for People Task Force (2003, p. 32) identified six key measures which seem to be used most frequently by companies. These are:
(1) The profile of the workforce. Another typology produced by Kearns (1995) consisted of four levels:
(1) an act of faith -"we think it worked" which, as Corby et al. (2005) commented, amounts to no measurement at all; (2) subjective/qualitative measures; (3) objective measures of cost, quality and quantity; and (4) objective "bottom-line" measures of profitability.
Findings
Our findings are described below under the following headings: the incidence of reward evaluation, why organizations do or do not evaluate, evaluation criteria, and the approaches used by case study organisations to assess reward effectiveness.
Incidence of reward evaluation A number of surveys have shown that the extent to which reward evaluation takes place is limited. Our 2009 survey found that the proportion of the respondents who conducted a full and systematic evaluation of their reward practices was 46 per cent while a further 36 per cent claimed that they had carried out a part-review (this means that they focused on one or two approaches such as market rate surveys or equal pay reviews). Of those who had conducted a full or part-review just 54 per cent were satisfied with the results.
The CIPD (2009) reward management survey (520 respondents) established that only 32 per cent of them assessed the impact of their reward practices (this is a considerably lower percentage than in our survey which may be attributable to the fact that the CIPD survey covered reward management generally while our survey focused on reward effectiveness). The survey conducted in the US by Scott et al. (2006) found that 13 per cent evaluated base pay and 18 per cent evaluated variable pay programmes. The e-reward, 2009 survey of contingent pay revealed that a surprisingly small proportion of only 12 per cent of respondents evaluated the effectiveness of their individual performance-related pay schemes. The research conducted by Corby et al.
Effectiveness of
reward management (2005) indicated that when they introduced new pay systems, managers on the whole conducted limited and piecemeal evaluation.
Why organizations evaluate
Our survey elicited a variety of reasons why those who evaluated reward did so. One respondent advised that it was essential to establish a direct link between reward spend and benefit to the organisation. Another respondent wondered why a company spending thousands or millions of pounds on reward would not try to understand the effect of such a large investment. Some respondents simply maintained that every organisation needs to know what is going on and should "give it a try", while others said that it at least provides a starting point to build from. Another respondent made the point that the process helps highlight the links between rewards and business performance and once this is clear, particularly for others in the organisation, much progress can be made. As a respondent explained:
By building on a reward evaluation process, a company gains more tools to improve understanding of what is going on in order to enhance its contextual as well as empirical analysis capabilities.
The case studies revealed that the organizations most likely to conduct comprehensive reward evaluations were those in which a powerful tradition of human capital measurement existed (IntbankCo), or those with a highly disciplined and performance-orientated approach to measurement (RestCo) where, as the compensation and benefits manager put it: "If it moves, we measure it".
We also gathered some evidence that the recession and resulting cost issues had increased the pressure to demonstrate the return on reward spend.
Why organisations do not evaluate
The reasons for not evaluating given by respondents to our survey are shown in Table II. Research carried out by Thompson (1992) into the impact of performance-related pay schemes identified another reason for a failure to evaluate, namely, that most employers did not have clearly articulated objectives for introducing such schemes against which they could measure subsequent success or failure. Corby et al. (2005, p. 21) 
Evaluation criteria
The criteria used by the 142 respondents to our survey who evaluated reward effectiveness fully or partly are given in Table III . On average, respondents used either three or four methods of assessment, with a range of between one and 14.
The criteria used in four of the case study organizations which carried out evaluation formally are summarised in Table IV. Three of the other case study organisations have a particularly thorough approach to measurement and evaluation. RestCo operates with a clear corporate dashboard of key measures related to people. The measures are regularly reviewed and refined, focusing more recently on 90 day rather than total staff turnover once this had been highlighted as a key issue and cost for the business. At IntbankCo the group head of reward feels that it is necessary to have a balance of measures and believes that it is the overall strength of their systematic approach which ensures that employees behave appropriately, manage risk properly and achieve the expected levels of performance. AcServe monitors a set of 13 key performance indicators based on each of its reward strategy principles.
Organisation
Evaluation criteria FinServ Appraisal results, staff turnover, customer feedback and employee attitude surveys. Merger preparation also involved consultation and engagement with key stakeholders Hotelco Customer satisfaction, staff attitude surveys, financial performance, appraisal data versus rewards received, external market pay, assessment against reward strategy objectives, appraisal results, impact of rewards on employee performance and productivity, career progression, reward spend, recruitment and retention rates, length of service, exit interviews, and sales PoliceAuth Staff attitude surveys, salary surveys, staff progression, career progression, skill sets of beneficiaries of promotion, appraisal results, distribution of ex-gratia payments and reward spend RegCom Equal pay audits, salary surveys, staff attitude surveys, length of service, "rookie" rates, reward spend, appraisal results, staff skills and competencies, exit interviews, career progression and staff performance Corby et al. (2005) found that 13 of the 15 organisations they studied carried out staff attitude surveys. None of these organisations, however, specifically used that information to evaluate their pay system. Although labour turnover statistics were collected, managers seldom analysed them for the purpose of evaluation. No organisation used quantitative measures to evaluate the impact of the new pay system on employee behaviour, such as absenteeism rates, number of grievances, frequency/severity of accidents or number of employment tribunal claims, although they all collected statistics on at least some of these matters. Only two organisations sought to evaluate the impact of their new pay system on performance.
How reward effectiveness is assessed by case study organisations A number of case study organisations provided insights on the overall approaches used by organizations to evaluate reward effectiveness and the issues they faced when they did so.
Overall approaches
The head of reward at RegCom believes that although metrics are important, it is the qualitative data that is the most constructive. The best way to understand what is going on is to get feedback from line managers. This information is gathered by surveying managers and asking them questions about various aspects of reward, while day-to-day interaction is also valuable. In particular, if there is a new reward initiative, the organisation wants to know what effect, if any, it has had, whether this has been positive and whether it has changed employee behaviour. Following the initiative the reward team will go directly to line managers in different parts of the business to ask if there are aspects of reward that are missing or inhibiting the performance of staff. In each case the team asks: "Where are we now? Where do we want to be?"
The head of reward and development in TechCo considers that reward system development is an evolutionary process that cannot just be determined on the basis of abstract reward principles nor by solely using "hard" quantitative measures of effectiveness. A subtler understanding of culture and change processes is at least as important as the technical design of reward plans if improvements are to be put into practice.
In FinServe the reward review includes consultation and engagement with key stakeholders -executives, senior managers, employees and the trade unions -to determine their views on the effectiveness of the existing reward packages. Specifically, what they value and what they do not value, what they would like and what they may have seen in other organisations that they think would be good. This is considered an important part of the review process to ensure that those affected both appreciate and understand any new reward arrangements. Further discussions via focus groups give the company a better idea of the potential options available, the impact on business areas and the implementation approach.
The following advice on reward evaluation was given by the head of reward at RegCom:
. The best starting point before setting any targets or measuring anything is to decide what the organisation wants to achieve.
. Once this has been decided, you should use as much data as you can and benchmark this against the market, before deciding where the company should be positioned.
. Take care when interpreting data such as high staff satisfaction scores and other perception-related measures -they could simply be reflecting generous, rather than effective, rewards.
. In some cases evaluation is not necessary -it is plain to see when certain elements of the reward system are working or not.
. It is your job to place evidence in context and try to interpret what is really happening and why.
. Some of the reward evaluation software packages available, although clever, tend only to use quantitative measures, so they do not take account of some of the other factors that might be at work. This is where you come in -to interpret and make sense of the grey as well as black and white areas.
Evaluation issues
One of the main issues facing organizations attempting to evaluate reward is the problem of linking cause and effect. Boselie et al. (2005, p. 75) referred to the causal distance between an HRM input and an output such as financial performance: "Put simply, so many other variables and 'events', both internal and external, affect organisations that this direct linkage rather strains credibility". Corby et al. (2005, p. 20) commented that:
Managers were sceptical about the process of pay system evaluation. They were of the view that the link between a pay system and a given outcome -e.g. staff attitudes or service/product delivery -is well nigh impossible to prove.
Overall, the views of six of the case study organisations as set out in Table V were that it is difficult if not impossible to identify precise cause-effect relationships through evaluation. However, in two cases it was contended that a process of formal evaluation did bring them closer to understanding the impact of the rewards they offer.
Another issue mentioned by the head of reward at RegCom was the inevitable time lag between implementing a new reward programme and when the evaluation of its effect can take place. This means that it is not always clear whether the policy has been successful, as many other factors may have come into play, diluting or distorting the overall impact of the reward change. Furthermore, the interest from other involved groups in the new initiative may have faded or even disappeared as their attention moves on to other priorities. All too often results are not clear-cut and may be open to misinterpretation, especially given that staff feedback can be skewed negatively because generally people are quicker to complain about something they perceive as a problem than praise something they feel is working well.
Discussion
Our research has shown that while many organisations do not seem to be interested in formally assessing the effectiveness of their reward systems, or at least do not feel able to do so, a number are making the attempt using a range of criteria. But there are difficulties. Justifiable doubts can be expressed about the feasibility of linking cause to effect. For example, it may not be too difficult to measure increases in levels of Effectiveness of reward management engagement following a reward innovation, and it may be reasonable to assume that higher levels of engagement were caused, or at least strongly influenced, by a change to the reward system. But it is an act of faith to link this to a performance improvement.
The research revealed other difficulties, particularly perceived lack of resources or time to evaluate, lack of data, and management indifference -a belief that the benefits of evaluation are not justified by the effort and cost involved.
Nevertheless, the arguments for a rational evidence-based approach to reward management seem to be powerful. It appears to be self-evident that reward systems will be better managed if decisions are based on fact rather than opinion, on understanding rather than assumptions, on grounded theory rather than dogma. But Corby et al. (2005) referred to the limitations of the rational managerial decision-making perspective. They cited Buchanan and Badham (1999) who argued that most significant decisions are the outcome of a social and political process only partly shaped by the evidence, which, they add, may be lacking -at least in part.
These difficulties and limitations mean that it is hard to construct a model which convincingly prescribes the direction reward evaluation should take. It is tempting to believe that it is possible to develop one which consists of a succession of logical steps beginning at A and continuing through B, C, D etc. to the inevitable conclusion of a well-constructed reward system. The reality is that a process of evidence-based reward management is a much more varied and fluid affair. Our case studies showed that while the organizations concerned generally shared a belief in the importance of reviewing and assessing the effectiveness of their reward practices and most operated or are planning to introduce the processes involved, they use different criteria and measures of reward success, as well as different reward approaches.
Organisation
Views on cause and effect EnginEquip While there is no guaranteed way to isolate the effects of various aspects of reward, evaluation is still a worthwhile process as it provides a closer understanding of what's going on. In fact, the numbers alone simply provide the starting point for analysis and it's from this point that the real conversations should begin FinServ
While there are models that claim to measure the direct impact of key reward metrics on financial performance, it's doubtful if this is actually achievable. But if data illustrates improvements in employee engagement and customer service levels it would be reasonable to assume that this would help to improve results in terms of sales, profits and costs Hotelco There are many other factors that come into play, so it is not possible to truly isolate the connection PoliceAuth A link is not 100 per cent possible, but as our evaluation process has developed we have come closer to reaching this goal RegCom
As a not-for-profit organisation, we cannot refer to some of the financial outcomes others are able to. A great deal of information comes from measures based around opinion, such as satisfaction, and when interpreting this sort of data it is necessary to take a step back and ask what it means. As a result, the belief is that a direct cause-effect relationship is not possible to discern, but the process is still valuable because it provides a lot of useful information that would not otherwise be known SM&D Co
There are many other factors coming into play between the rewards provided and their effects However, based on the case studies, we have concluded that there are a number of common components to a process of evidence-based reward management, although these are applied in all sorts of ways; sometimes sequentially, sometimes not, depending on the needs of the situation. That is why we call them components rather than stages. The components we have identified are setting strategic objectives, conducting reward reviews of current policies and practices, measuring reward effectiveness, and using the data generated by reviews and measurements to evaluate reward outcomes as a basis for introducing new or improved reward practices.
Our model of how the components function in practice is shown in Figure 1 . It appears to describe a sequential progress in the form of a continuous cycle from setting objectives and success criteria, through review, measurement, evaluation, and development activities to implementation and further review. This can happen in some circumstances, for example a review by outside consultants. But, as we established from the case studies, in practice the components are not necessarily specified or managed in an orderly sequence. They are closely interlinked and they may overlap. Objective setting, review and measurement affect all the other components, as does evaluation. They can take place at any time (or all at once) and they all directly influence the ultimate activities of development and implementation. 
Effectiveness of reward management
The model illustrates the complex and varied ways in which evidence-based reward management works. But we contend that an approach which makes appropriate use of these components will be helpful on many occasions. Using them appropriately means applying and linking the components in ways which fit the demands of the situation. It becomes a way of thinking that reward practitioners can apply by asking themselves: How can we best implement improvements and how can we show ourselves that they are working? Bloom and Milkovich (1995, pp. 18-19) noted that:
Conclusions
A blend of theory, research, and practice holds the promise of expanding knowledge about the forces and processes that shape compensation systems and their links with managers and organizations.
We accept the difficulties involved and the influence of social and political pressures n reward practices. But despite these difficulties, many of our case study organizations had found that the process of trying to improve evaluation had generated significant improvements in the understanding of what pay and reward practices are designed to achieve and the extent to which they are delivering this. It is certain that reward management practices would improve if they were more strongly rooted in evidence on what works and why. Our model of evidence-based reward is intended to provide a framework for doing this. It describes rather than prescribes. It is concerned with how the process of thinking about the review and evaluation of reward policy and practice is carried out but does not propose a universally applicable method of doing so. We are well aware from our experience and research that all organizations are different and that in each case approaches which fit their circumstances are required.
Limitations and further research
We recognise that our case studies did not involve in-depth analysis of the evaluation practices used by the organizations concerned although, coupled with the survey results, they generated sufficient information to provide a reasonably sound base for our conclusions on the process of evidence-based reward management as set out in the model. Further research is required in order to test the model in a range of employers. It might include pilot tests in which a reward initiative is developed and evaluated using the approach.
